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Europeans 
striving to 
shore up 
rescue fund
FRANKFURT

Hopes for bold action 
push up stock indexes 
across the Continent

BY JACK EWING 
AND STEPHEN CASTLE

Wedged between impatient financial 
markets and restive voters, European 
political leaders struggled Monday to 
formulate a bolder response to the sov
ereign debt crisis that might include ex
panding the firepower of the euro zone’s 
bailout fund.

European officials said a plan was in 
the works that would enlarge the bailout 
fund’s borrowing power but not the 
amount of money that countries were 
contributing. The proposal was met 
guardedly by German officials, who are 
struggling to swing public opinion in fa
vor of the more modest aid plan they 
agreed to in July — never mind any new 
initiatives.

As finance ministers and central 
bankers trickled back to Europe from 
meetings in Washington over the week- 

j end, markets were clearly eager for a J plan that would isolate Greece’s prob
lems from the rest of the Continent and 
ensure that Italy and Spain do not also 
fall victim to the debt crisis.

Major stock indexes in Europe rose 
Monday, in part because of expectations 
that a more robust response to the prob
lem was in the works.

A more potent bailout fund would not 
remove the need for other changes, like 
strengthening the banking system and 
improving decision making by the Euro
pean Union, said Nicolas Véron, a senior 
fellow at Bruegel, a research organiza
tion in Brussels. But it would help, he 
said.

“I don’t think one measure can solve 
it all but it would make a significant dif
ference in market sentiment,” said Mr. 
Véron, who testified last week before 
the U.S. Senate Banking Committee on 
the debt crisis.

Meanwhile, Finland appeared to be 
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Olli Rehn, European commissioner for eco
nomic and monetary affairs, has confirmed 
efforts to bolster the bailout program.
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closer to resolving an impasse that had 
threatened to hold up deployment of the 
existing bailout fund. Alexander Stubb, 
the Finnish minister for European af
fairs, said the country’s Parliament was 
likely to approve a plan agreed to by 
leaders in July.

Finland is also close to resolving a dis-
ute about its demand for collateral in 

return for granting more aid to Greece. 
The dispute illustrated how political op
position in just one of the 17 euro mem
bers can block initiatives.

“I’m very confident we will get the 
package through Parliament,” Mr. 
Stubb said by telephone. He declined to 
give details of how the collateral dispute 
would be resolved.

In Brussels, Amadeu Altafaj Tardio, a 
spokesman for the European Comm»- 
sion, confirmed that discussions we e 
under way on methods to extend the i f- 
fectiveness of the bailout fund, call d 
the European Financial Stability Fac 1- 
ity, or E.F.S.F.

Olli Rehn, the commissioner for ec )- 
nomic and monetary affairs, had ma< e 
clear at meetings in Washington th t 
the euro zone was “contemplating fu - 
ther leveraging of the E.F.S.F.,” Mr. 
Altafaj Tardio stud. That option has been 
urged by U.S. officials.

Separately, leaders tried to quash ru
mors that Greece and its creditors had 
discussed the possibility of banks’ tak
ing a larger cut in the value of their 
Greek bond holdings — perhaps as 
much as 50 percent — to reduce the gov
ernment’s onerous debt burden to a 
more manageable level.

Such a move remained highly contro
versial and was opposed by the large 
banks as well as the European Central 
Bank, which owns Greek bonds with a 
value estimated at as much as €60 bil
lion, or $80.8 billion. Any Greek default 
would probably also require a coordi
nated bailout of banks with large hojd- 
ings of Greek debt. Γ

As has often been the case, European 
leaders seemed to have different per
ceptions of what was being discussed 
and how likely it was that the proposal^; 
would find support.

A spokesman for the German Finance 
Ministry, Martin Kotthaus, said in 5er- 
lin there was no need to expand the size 
of the bailout fund by giving it i tore 
money than already agreed. The e is 
fear that pumping more money int i the 
fund might threaten the credit rati ig of 
countries like France by increasing 
their liabilities.
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Evangelos Venizelos, the Greek finance minister, said that a plan to swap some bonds for new, longer-term securities remained on track.

Markets are eager for a plan 
to isolate Greece’s problems 
from the rest of the Continent 
and ensure that Italy and 
Spain do not also fall victim.

But German officials did not appear to 
be opposed to increasing th : rescue 
fund’s power to leverage its govern
ment guarantees. They simply wanted 
to avoid any discussion until P irliament 
votes this week on a proposal o expand 
the size of the fund to €780 bil ion. That 
plan was agreed to by Europea i leaders 
on July 21. Some analysts have said that 
the fund needs to be two or th ee times 
as big to convince markets that it could 
handle a wider crisis.

On Monday, a senior official in the 
Greek Finance Ministry, responding to 
persistent default rumors, said no such 
event was imminent. And on Sunday, 
Evangelos Venizelos, the Greek finance 
minister, said in Washington that the 
government’s plan to exchange some

existing bonds for new, longer-term se
curities remained on track.

The debt exchange would impose a 
relatively modest 21 percent loss on the 
face value of the affected bonds. It is re
garded as a good deal for investors be
cause they would get more solid paper 
in exchange. Greek creditors must still 
indicate their willingness to participate.

Charles H. Dallara, the managing di
rector for the Institute of International 
Finance, which represents the world’s 
largest financial firms, said the interna
tional community was still examining 
solutions for Europe’s sovereign debt 
crisis, but a write-down of as much as 50 
percent of Greek government debt was 
not currently being put forward.

“The key focus right now is for gov
ernments to implement the deal struck 
on July 21 by mid-October, and for the 
Greeks to realign their policy commit
ments,” said Mr. Dallara, who played a 
main role in negotiating the debt ex
change. The measures could help re
duce Greece’s mountain of debt — now 
at 180 percent of gross domestic product

— by as much as €20 billion, he said.
Policy makers want to put Greece on 

a path toward reducing its debt load to 
just under 100 percent of G.D.P. within 
this decade so that it can wean itself off 
taxpayer bailouts. The hope is that 
much of that reduction would come 
through revived economic growth.

But those prospects seem distant giv
en the deep recession into which Greece 
has fallen, and stricter belt-tightening 
measures being demanded by interna
tional creditors.

Chancellor Angela Merkel of Ger
many rejected the idea of a Greek de
fault, telling a television interviewer 
late Sunday that it could create a shock 
to the financial system similar to the col
lapse of the U.S. investment firm Leh
man Brothers in 2008.

“We can only take steps that we can 
really control,’ ’ she said on ARD, a public 
broadcaster. If Greece touched off anoth
er major financial crisis, she said, “then 
we politicians will be held responsible.”

Under one option being discussed, the 
bailout fund would be able to absorb

losses sustained by the E.C.B. on its pur
chases of Greek and other government 
bonds, according to an E.U. official not 
authorized to speak publicly.

There is, one official said, no pre
ferred model and it remained unclear 
whether such moves would be possible 
without further legal changes. Some of
ficials say they believe such steps could 
be constitutionally difficult, particularly 
in Germany.

“Further enhancement could require 
treaty reform,” said the E.U. official, 
speaking on condition of anonymity, cit
ing the sensitivity of the issue.

Resistance to new plans to strengthen 
the rescue fund might also be forthcom
ing from the E.C.B., which has been try
ing to reduce its bond-buying program.

Nevertheless, the tone of the debate 
appears to have shifted since talks in 
Wroclaw, Poland, this month, attended 
by the U.S. Treasury secretary, Timothy 
F. Geithner. At those discussions, Jean- 
Claude Juncker, who heads the group of 
euro zone finance ministers, said there 
were no reason to discuss the powers of 
the rescue fund with nonmembers of the 
euro zone.

In Washington Mr. Geithner had been 
“more positive and constructive than 
some euro zone ministers,” said the E.U. 
official not authorized to speak publicly.

Attention will also focus this week on 
Greece and negotiations on the release 
of the next portion of international aid, 
worth €8 billion. Without the funds, 
Greece would default next month.

A mission by officials of the European 
Commission, the E.C.B. and the Interna
tional Monetary Fund was expected to 
leave for Athens this week. Mr. Altafaj 
Tardio said that a decision on the re
lease of the next aid installment was not 
expected by the time euro zone finance 
ministers meet next Monday.

Opposition to more aid to Greece re
mains deep in Germany, not only among 
the public but also mainstream econo
mists and the president of the German 
central bank, Jens Weidmann.

Speaking in Washington on Monday, 
Mr. Weidmann said that aid had already 
weakened incentives for countries to 
behave responsibly.

“Contrary to what is actually needed 
in order to overcome the sovereign debt 
crisis, we risk seeing the propensity for 
excessive deficits rise even further in 
the future,” Mr. Weidmann said.

Stephen Castle reported from  Brussels. Liz 
Alderman in Paris and London Thomas 
Jr. in London contributed reporting.


